CASE STUDY SERIES #92
OCTOBER 2023

TEEH =
BUBBLE
[R——




Author

Katya Loviana & Hilman Nurjaman
Editor

Alfredo Putrawidjoyo

Designer & Layouter

Ahmad Nur Hasan




Background

The technology sector has grown rapidly in recent
years, particularly during the Covid-19 pandemic. The /
industry benefitted from an increase in online ’
consumption.' However, this spectacular economic growth ’
was be followed by a sharp decline in 2022, characterized ‘
by shocks from skyrocketing asset values, increases in
lending rates, and inflation, which will eventually limit
global market consumption activities.? These downturns
are also known as bubble bursts.’ The technology industry
was one of the hardest-hit sectors as the bubble burst and
the world economy started to slow down. The world
economy downturn was triggered by financial
concentration on digital markets, rising internet rates, and
inflation.* Moreover, this condition has resulted in massive
layoffs by both large and small technology companies, l
which have also started to adjust in order to reduce
company spending on workers by encouraging work
automation through robot technology or artificial
intelligence to do the same work. Then, how will the
bursting of this technology bubble impact the global

economiccycle?
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The exposure of the technology industry to the world's complex supply
networks has expanded over time, whether due to natural factors such as climate
change and resource scarcity or non-natural factors such as the operating landscape
of investors, workers, and customers.’ Due to the company's natural and operational
challenges, the technology industry currently forms an economic sector thatis in a
state of uncertainty and is vulnerable to global market volatility.” Moreover, several
economic sectors are dealing with digital transformation in order to gain
effectiveness values at work and optimize economic growth in the context of a
pandemic crisis that has been going since the end of 2019.” Not surprisingly, the
community's socioeconomic ecosystem quickly reacted by undergoing
transformations as a result of the pressure of needs across distances and global
market demands during the world's large-scale social restrictions caused by the
pandemic.’ This, of course, makes digital transformation efforts such as digital
infrastructure upgrades, data analysis, and business model evolution a collective
obligation,” with greater support from everything-as-a-service (Xaa$S) systems and
edgeintelligence in orderto maximize digital transformation efforts."”
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The technology bubble bursting has become a worrying phenomenon for
the global industry's long-term suitability. The crisis conditions from the tech bubble
burst were fueled by pressure from overvaluations and declining stocks." Similarly,
the pandemic is not the only factor contributing to the technology bubble in 2022,
there are other pressing issues, such as Russia's invasion of Ukraine, market
regulations, and increased interest rates, all of which threaten the global
socioeconomic situation.” Many technology industries are developing rapidly during
the Covid-19 pandemic crisis. For example, streaming and social media companies
have benefited from community activities as consumers who spend a lot of time at
home.” However, this is in contrast to digital transportation companies such as Uber
which are experiencing quite a challenge as people's mobilization decreases,
although they still benefit from low interest rates during the pandemic.” This crisis
condition seems to have similarities with the previous bubble burst, namely the
dotcom bubble which was caused by the domination of shares in dotcom internet
companies.” In the 1990s, the economic sector experienced massive growth in
Internet adoption with valuations increasing over time and experiencing a boom in
the early 2000s and concentrated solely on dotcom companies.” Forinstance, Zoom,
the video conferencing company, despite having grown significantly during the
pandemic, has reported a loss of $54 billion to $27 billion since early 2022. Aside from
that, this has also happened to Indonesian technology companies such as Shopee,
GoTo, and Ruangguru, which is laying off employees at the end of 2022 while other
companies have gone out of business.” Therefore, this paper attempts to frame the
dynamics of the technology industry through the explosion of the technology bubble

and the dotcom bubble inthe global economy.
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The tech bubble in 2022 has been the subject of much debate. Economists
and large corporations believe that the phenomenon of technology bubbles refers to

overvaluations and fluctuations in global stock values indicating changes in
economic fundamentals, this covers economic growth, product and service prices,
and the state budget.” Meanwhile, other groups of economists believe that what is
happening in 2022 is competition from the global stock market accelerated by
globalization through massive digital media during a pandemic and not a huge
economic shock. This is especially interesting, as bubbles are usually only identified
in retrospect after a massive value drop earlier.” Bubbles are frequently interpreted
as an economic cycle defined by rapid increases in market value caused by uncertain
market behavior, followed by rapid inflation or contraction, which can occasionally
cause bubble bursts.”
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In the context of the economic trajectory of 2022, due to shifting trends
emerging through digital asset trading, this year's economic cyclical collapse in the
technology industry market is contradictory.” Furthermore, the pandemic has
sufficiently altered the working environment. Business pattern is decentralizing oris
no longer concentrated in the office with a physical presence. This phase transitionis
an ordinary phenomenon that occurs when an economic sector faces sudden and
unexpected change as a result of unpredictable natural and operational factors.”
This scenario demonstrates that the global technology industry market has become
highly unstable, making it difficult to identify regular patterns. Interestingly, the
bursting of this technology bubble has forced in tools to create new opportunitiesin
the technology industry, such as the growth of new technologies and innovations in
the global market that can improve work efficiency, such as the launch of big data
and artificial intelligence (Al). The artificial intelligence algorithms that can gather
data for mapping user activity patterns that can optimize search or delivery of
advertisements has benefited the social media, search engine, and e-commerce
industries.”’ In a similar way the use of robotic automation in the service sector, such
as carrying out patient checks and operations, delivering goods to hotel rooms, or
assisting in agricultural maintenance, is practically entering a new industry. In
addition, this technology bubble could provide birth to a competition ecosystem,
which may threaten growth because the majority of the economic pace is
concentrated in digital sectors at the same time, making it difficult to forecast with
so many competitors.” Although in the end, the overlapping prospects for new
industries in the midst of digital disruption and world crisis conditions have sparked
concerns about the sustainability of the industryin the long term.




Glimpse about Dotcom Bubble
in the 2000s

The dotcom bubble is a stock market bubble phenomenon caused by
business speculation in and around 1995 to 2000.” The name comes from the fact
that the majority of these businesses have a "com" domain on their internet
addresses. The NASDAQ Composite Index, which represents the total value of
outstanding shares, is dominated by technology companies. During the dotcom
bubble, NASDAQ Composite Index increased nearly seven-fold, indicating investor
enthusiasm for dotcom companies.zaThen, in the early 2000s, the bubble bursts and
stock prices were significantly dropped.”

The root cause of the dotcom bubble can be segmented into two players:
the capital market and dotcom companies. In the capital market, there was a wave of
overly optimistic investors and funders. Their response towards the growth of
dotcom companies predominantly triggers the burst. First, while there was a wave of
pessimistic investors to level the optimistic ones, those pessimistic investors'
attempts to short the dotcom stock was limited and thus fail to offset the optimistic
beliefs. Second, regarding stock heterogeneity, dotcom stocks are owned mostly by
individual investors rather than institution investor. Hence, there was a more diverse
behaviour of individual investors that affect the stock price. Those two elements
made the dotcom bubble greater than financial anomalies in general.* Then, funders
capturing the sense of optimism from investors led to a flood of fund to dotcom
companies that stimulated their growth even further. Alternately, investors capture
that sense of optimism from funders and the two participants kept on influencing
each otherto pour money.
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Meanwhile, the tech companies themselves failed to turn profit. At the time,
tech companies were valued on future profits and earnings, assuming that the
business model holds. In other words, investments were highly speculative. However,
the internet was still considered new back then, and traditional business models may
not work as well as before. Additionally, the capital market did not carefully select
which business to fund.” Thus, just like a bubble, those chains of event led to soaring
stock prices of tech companies, making them considered overvalued.

Then, on March 11, 2000, the bubble bursts as NASDAQ index fell together
with the news of Japan's recession. From this point on, investors began questioning
the sustainability of internet and tech companies (dotcom).” At the time, there was an
economic policy that increased interest rates to prevent inflation and reduced
investment capital by making larger loans.” This caused investors to panic,
particularly those who had large share sales in dotcom companies. This led to a series
of panic selling, which further drove the prices further down. By October 4, 2002, the
NASDAQ index dropped 76.81% from its peak of 5,048 on March 10,2000 to01,140.*

Thus, the dotcom bubble can be understood as representing a chain period
of fundamentally shifting investment momentum in global markets. In particular,
this phenomenon examines the relevance and sustainability of financial values from
1995-2000, which are representative of constructing new economy enterprises.
Furthermore, the phenomenon of the dotcom bubble can become knowledge,
leading to an understanding of future economic phenomena such as stock prices
that reflect the company's and future value. This is also relevant to a new
phenomenonin 2022, technology bubbles, to evaluate and anticipate higherlosses.
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Tech Bubble in the United States 3

The rise of tech industries in the United States already started way
before the pandemic in the early 2010s. In 2012, Facebook held the largest
tech initial public offering (IPO) in the United States, valued at $100 billion with
only $4 billion in revenue. This market another phenomen of tech companies'
overvaluation, growing another concern of a bubble burst. In this regard, some
start-ups did go bankrupt, but new ones also remained and new ones kept on
apprearing with new kinds of funding, such as private equity and sovereign

wealth funds.*
In 2020, the pandemic came and the new norms of doing everything
from home increased role of tech in personal lives, creating business

opportunities for tech companies. Within nine months, the NASDAQ stock
index increased by 25% in September 2020, making its total leap of over 400%

over the past ten years.” By the beginning of 2021, there were over 500 start-ups
globally valued at $1 billion with a total of $164 billion in the U.S. only. This
remarkable record was also supported by the Federal Reserve's action of printing

money, setting low rates, and the flood of venture capital funding to start-ups.*
Then, in 2022, there was a fear of crisis as the U.S. interest rate rose and inflation
was spotted. The U.S.inflation reached its highest level in decades at more than
6% by February 2022. This situation meets the precondition of problematic
inflation: the increase is sustainable, persistent, and sizeable. Initially,
policymakers see inflation as transitory due to the stimulus given during the

pandemic and fail to perceive it as a bigger threat. This encouraged them to keep
increasing the budget deficit and not start raising interest rates. By the time they
did stop, inflation was already widespread.”




One possible effect related to this tech bubble is overvaluation. Liquidity
injection from U.S. quantitative easing policy promote an environment for
investment on tech companies.Though high valuation may imply that the business is
performing or predicted to perform well, overvaluation is another problem.” Most
start-ups aren't making any profit yet because of money-burning schemes to get
market exposure. Exposure to the market, consumers, and the number of growing

‘ users has been the company's main objectives instead of income and profit. These
/ indicators reflect back the 2000s Dotcom Bubble. Again, tech companies fail to
/ turn profit whilst the capital market shows an optimistic wave that dangerously
biases the stock price. Additionally, the U.S. themselves are said to enter a

recession already. However, whether the bubble has burst or not, the debate remains.

;
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The tech bubble may occur not only in the United States but also in
Indonesia. Even before the pandemic, many tech start-up firms grew rapidly with a
total of US$2.8 billion invested in Indonesian start-ups. This showed similar patter to
U.S. tech development though at a later time. Then, the pandemic hit the Indonesian
economy. The work from home scheme provides a stimulating environment for
digitalization in all sectors, showing opportunities for firms that rely on digitalization
in their business model to widen and deeply penetrate the market. For example,
Halodoc in the health-tech industry. The number of people who have downloaded
Halodoc on their smartphones has more than doubled since the pandemic. Doctor
consultation services have grown more than tenfold. It was also followed by the
growth of health store service by six times as well as doctor's appointment service by
three times.” Further, this also create opportunities for existing tech companies to
expand, such as Gojek and Tokopedia that formed a holding company called GoTo
since 2022. The Golo itself has become the largest Indonesian startup in terms of
market capitalization compared to other startups in Indonesia. The majorinnovation
of those companies marked the new trend of startups in Indonesia, which signalled
the startof a price bubble among tech startups.
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However, the optimism is not sustainable. Markets are starting to get
saturated, business trends are changing quickly, and the society are transitioning
back to pre-pandemic norms. In addition, Indonesia is also facing the threat of 2023
recession.” In consequence of that, start-up layoffs have been on widely discussed
of them are big start-ups with big investors behind them, such as with total funding
amount of US$94.5 million and have reached Series B funding”-third round of
funding for companies that are usually well-established.” For Tanihub, not only have
they laid off some of their workers and closed two warehouses, but they have also
been sued for default in their agricultural investment business by its consumers.”
Then, in September 2022, Shopee Indonesia terminated 3% of their workers, or
around 6,000 workers, in order adjust for the future recession that will probably
happen in 2023. However, the layoffs continued in November of 2022 and March of
2023 with unknown number.* Then, JD. ID. also laid off 30% of its workers, or around
200 workers, before shutting down all its business operations in Indonesia on the 31*
of March 2023.” Other start-ups, like Sayurbox, stated that the layoff policy on 5% of
its workers had to be taken as it would lead to the financial stability of the company.*




A prominent company like GoTo, with a valuation of US$28 billion,” is also
not free from the threat of tech bubble. Since the Initial Public Offering (IPO) of GoTo
in 2022, the GoTo stock price has fallen 69.15%, decreasing its market capitalisation
by more than 200 trillion rupiahs.” Other than that, Bukalapak, the first startup to be
publicly listed on the stock exchange with a valuation of US$7.5 billion, " experienced
the same problem. By 6th of April 2023, Bukalapak's stock price has drastically
decreased by more than 70% since the IPO, more than the GoTo's decreasing point.*
These conditions showed that the tech bubble burst can even threaten the big
playersinthe market, signalling pessimism toinvestors.

Based on that situation, those big startups probably have not received
additional investors anymore, hence unable to spend their investment funding on a
"money-burning" scheme. Similar to the rest of the world, many tech startups are
overvaulted whilst in reality not making any profit. In this case, the tech industry,
especially in a startup business, are seemed to be atits low points and the effect itself
is exhibited through their laid-off policies and business bankruptcies. This situation
is publicly expressed by workers, especially those experiencing lay-off themselves
onsocial media.
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Conclusion

It can be seen the capital market responses, from both retail and institution
investors, are reacting somewhat similar to the dotcom bubble, underpinning
overvaluation as the problem.Tech stock prices are also seen to have dropped. In that
regard, many conclude that the bubble has burst. However, many still debate on how
loud the burstis. One significant difference between the current tech bubble and the
2000s dotcom bubble is business performance. During the 2000s dotcom bubble,
internet was still relatively new, and businesses failed to adjust traditional business
models. This led to failing business performances, which worsen the bubble.
However, in the current tech bubble, many startups have promising business models,
especially as tech industry has progressed significantly.” Additionally, the economic
condition we are currently facing are rather triggered by global health factor of
COVID-19. Thus, the two bubble phenomena may not be as comparable as we
thought. Nevertheless, policymakers, tech companies, and the society in general,
mustnotoverlookit.
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